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Workers Compensation Large Deductible Plan 

Rules Affecting Coverage and Premium 

 
Part 1 – General Provisions  

 

I.  Purpose. The Large Deductible Plan permits an employer who is insured for Workers Compensation to 

reimburse the insurer for losses paid in connection with the Workers Compensation insurance coverage. In 

return for a reduced premium, the insured agrees to reimburse the carrier for claims and, where selected, 

specified expenses and provide acceptable security. 

 

II.  Coverage. The coverage is provided by a standard Workers Compensation and Employers Liability policy 

with the Large Deductible Rating Plan Endorsement.  Nothing in the endorsement relieves the insurer of its 

obligations under the Workers Compensation policy to provide benefits to injured employees in the event 

the employer fails to reimburse the insurer.  Failure on the part of the employer to reimburse the insurer or 

to provide security in a form and amount acceptable to the insurer will permit the insurer to cancel the 

policy in accordance with the procedure for canceling a policy for non-payment of premium. 

 

Part 2 – Application of the Large Deductible Plan 

 

I.  Authority. The application of this plan is optional for those risks which are eligible and may be used upon 

agreement of the insurer and the insured. The deductible applies to payments made in connection with 

Workers Compensation Insurance, Employers Liability Insurance, to the Other States Insurance coverage 

provided in this policy and, if elected, Allocated Loss Adjustment Expense(s). The deductible also applies 

to the insurance provided by any endorsement to the policy. The deductible applies to each accident for 

bodily injury by accident and to each employee for bodily injury by disease. A policy period aggregate 

deductible limit may be mutually agreed upon. 

 

II.  Deductible Amounts. The minimum deductible is $25,000 per accident or per employee. Higher 

deductible amounts are available. 

 

III.  Eligibility. A minimum of $100,000 of countrywide estimated annual Workers Compensation Standard 

Premium is required to be eligible for this plan. A risk is eligible for the Large Risk Alternative Rating 

Option (LRARO) rule if the countrywide annual Standard Premium is at least $100,000. Under LRARO, 

the insured and insurer may negotiate the individual pricing components in accordance with individual risk 

needs. If this rule is used, the individual pricing components will be documented in the underwriting file. 

 

IV.  Statistical Reporting. Our obligation to report data for statistical purposes does not change for policies 

written with a Large Deductible program. All data will be reported without application of the deductible. 

 

V.  Security. As security for current and ultimate claim payments, an irrevocable letter of credit or other 

security in a form and amount acceptable to the insurer is required. 

 

VI.  Rating Procedure. The Deductible Premium is the premium charged to the policyholders for Workers 

Compensation Deductible coverage. It is calculated in accordance with the following formulas, procedures 

and definitions: 

 

Formula 

Deductible   Expected Loss  +  Expenses  +  Aggregate 

Premium =    Above            Deductible Limit Charge 

  Deductible           (if any) 
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A. Expected Losses Above Deductible. This is the amount of expected loss (and ALAE if selected) estimated 

to be paid in excess of the selected deductible. This amount is calculated by the insurer based on the 

insured’s prior loss history and risk characteristics. Calculation of this amount will be documented in the 

Underwriting File. 

 

B. Expenses. These are expenses the insurer expects to incur that are specifically related to the risk-bearing 

component of the Deductible Premium. The calculation of expenses will be documented in the 

Underwriting File. 

 

C. Aggregate Deductible Limit Charge. The aggregate deductible limit is an optional element established by 

agreement of the insured and the insurer and applies to the aggregate amount of deductible losses for the 

policy period. 

 

The Aggregate Deductible Limit Charge is the charge for the amount of loss (and ALAE, if applicable) 

expected to exceed the established aggregate deductible limit. If an aggregate deductible limit is selected, 

the Aggregate Deductible Limit Charge to be included in the Deductible Premium formula is negotiated by 

the insured and insurer. This amount is calculated by the insurer based on the insured’s prior loss history 

and risk characteristics.  Calculation of this amount will be documented in the Underwriting File. 

 

VII. Policy Preparation and Audit 

 

A. Policy Preparation. The estimated deductible premium credit for the selected deductible will be shown in 

Item 4 of the Information Page. It will be determined for each state and insured at the inception of the 

policy or as of the date that a state or insured is added to the policy. Each policy to which this coverage 

applies shall include an approved Large Deductible Rating Plan Endorsement. 

 

B. Audit & Adjustment. The deductible premium credit shall be recomputed upon the insured’s final audit 

and any adjustment of premium following the expiration of the policy or the rating period. The 

insurer and the insured may agree to calculate the final audited deductible premium and any 

adjustment according to the negotiated exposure bases. If this is done, the deductible premium 

credit will be calculated by dividing the Deductible Premium by the exposure bases or the total 

expected payroll divided by $100. This rate will appear in the Large Deductible Rating Plan Endorsement 

 and reported for statistical purposes. 

 

C. Terrorism/Catastrophe. In addition to the charges shown in the deductible formula, a charge for terrorism 

and catastrophe (other than certified acts of terrorism) will be included on deductible policies and will be in 

addition to the deductible premium. This charge will be mutually agreed upon by the insurer and insured. 

Claim payments made as a result of terrorism or catastrophes (other than certified acts of terrorism) are 

subject to the insured’s selected deductible level. 

  

VIII. Optional Elements 

 

A. Allocated Loss Adjustment Expense. The treatment of Allocated Loss Adjustment Expense 

(ALAE) may be negotiated between the insurer and the insured. One of the following options may 

be selected. 

1. Allocated Loss Adjustment Expense may be included in the deductible up to the per 

Accident or per Employee and/or the aggregate deductible limits. 

 

2. Allocated Loss Adjustment Expense may be excluded from the deductible limit. If this 

pricing option is chosen, the insured may agree to reimburse the insurer for Allocated Loss 

Adjustment Expense using one of the following options: 
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a. Allocated Loss Adjustment Expense may be reimbursed by the insured for the total 

cost regardless of the per accident or per Employee and/or aggregate deductible limits; or 

b. If the total loss exceeds the per accident or per Employee deductible amount, the amount 

of the ALAE for the accident will be shared pro rata with the insurer. 

 

 

The insured’s pro rata share of total ALAE will be determined by calculating the 

ratio of the amount of the medical and indemnity loss within the deductible limit to 

the total loss and applying the result of this computation to the ALAE. 

 

c. The insured and the insurer may negotiate a flat charge for Allocated Loss 

Adjustment Expense that will be paid by insured regardless of the claims activity 

on the account. 

 

B. Claims Handling and other associated expenses. 

 

1. The insurer, or a Third Party Administrator (TPA) contracted by the insurer, may administer 

the claims. The insurer will permit the TPA to investigate, adjust, defend and/or settle 

claims against the insured. The charges for Claims Handling (other than ALAE) and other 

associated expenses will be reimbursed to the insurer by the insured. 

 

The insured may agree to reimburse the insurer for these charges using any of the 

following options: 

 

a. Claim Handling may be billed to the insured as a percentage charge for each loss. 

The amount of this charge will be negotiated between the insured and the insurer. 

 

b. The insured and the insurer may negotiate a per claim charge for Claim Handling. 

 

c. The insured and the insurer may negotiate a flat Claims Handling charge that will 

apply regardless of the claims activity on the account. 

 

d. Charges other than claim handling (if any) may be billed as a rate times an 

exposure base or a flat charge. 

 

2. The insured, or a Third Party Administrator (TPA) contracted directly by the insured, may 

administer the claims. The insurer will permit the TPA to investigate, adjust, defend and/or 

settle claims against the insured. The charge for Claims Handling (other than ALAE) and 

other associated expenses will be reimbursed to the insurer by the insured. 

 

Claims Handling fees will be negotiated by the insured and the TPA. 

 

C. Final Deductible Computation. The insurer and insured may, at their option, mutually agree upon 

a final payment to satisfy the deductible obligation. Payment by the insured of such amount will end 

the insured’s obligation to make any further payments or reimbursements to the insurer under the 

Large Deductible Rating Plan Endorsement. The insurer will continue to handle claims pursuant to the 

 terms and conditions of the policy to which the Large Deductible Rating Plan Endorsement is attached. 

 

D. Multiple Line/Multiple Policy Maximum Loss Content. As an alternative to an aggregate 

deductible limit for Workers Compensation, the insurer and insured may agree to a Multiple 

Line/Multiple Policy Maximum Loss Content. Under this arrangement the maximum amount of 

payments by the insured for any reimbursement within a deductible, loss limit or retained limit for 
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any policy listed in the schedule on the Large Deductible Rating Plan Endorsement, shall be limited to the 

 amount specified as the Maximum Loss Content in that schedule. 

 

The insured and insurer may agree to state the Maximum Loss Content as a negotiated rate per 

$100 of final audited payroll, or other exposure base specified on the Large Deductible Rating Plan 

 Endorsement, subject to a negotiated minimum aggregate. 

 

As an alternative, the insured and insurer may also agree to state Maximum Loss Content as a 

negotiated percentage of final audited Standard Premium. 

 

The Maximum Loss Content charge is the charge for the amount of loss (and ALAE, if applicable) 

expected to exceed the established Maximum Loss Content. If a Maximum Loss Content is 

selected, the Aggregate Deductible Limit Charge to be included in the Deductible Premium 

Formula is negotiated by the insured and insurer. This amount is calculated by the insurer based 

on the insured’s prior loss history and risk characteristics. Calculation of this amount will be 

documented in the Underwriting File. 

 

E. Assessments, Surcharges and Taxes. Certain premium taxes, special taxes, assessments and 

surcharges including residual market charges, if applicable, may be collected separately from the 

Deductible Premium calculated in Part 2.VI. above. When these charges are collected separately 

from Deductible Premium we will identify the terms of such obligations in a communication to the 

insured, which will become part of the Underwriting File. 
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